A. Introduction
The stated objective of the International Accounting Standards Board (IASB) has in recent years been to develop a single set of International Financial Reporting Standards (IFRS) for all accountable, profit-oriented entities, regardless of their size, legal form or domicile. Despite this in principle general orientation, development of the IFRS has so far been strongly influenced by the capital markets: IFRS are intended to reduce information asymmetries that the international providers of stock exchange capital are exposed to, and thus to increase the capital markets' efficiencies. This capital market orientation was given added impetus by the acceptance of the IFRS system by the International Organization of Securities Commissions in 2000 (see IOSCO, 2000) and the requirement for entities participating in European capital markets to prepare consolidated financial statements complying with the IFRS adopted by the -Unlisted entities, often -though imprecisely -referred to as small and medium-sized entities (SMEs), represent the overwhelming majority of entities preparing financial statements in all countries. In 2003 there were more than 19 million non-primary unlisted entities in Europe-19, providing employment for almost 140 million people (see Table 3 .5, European Commission, 2003:33) . The large-scale entities amount to 40,000, accounting for only 0.2% of all entities. The vast majority of entities in are thus SMEs and micro entities. Over 90% of this majority are micro entities. Approximately half of these micro entities (roughly 9 million) have no employees at all.
-4 --The importance of SMEs in the USA is strikingly similar, in terms of numbers of entities (see Table 3 .6, European Commission, 2003:33) . The share of entities accounted for by each size class is basically the same in the USA and Europe. Measured in terms of employment, however, an important difference emerges: the USA has a much lower share of employment in SMEs and micro entities and a higher share of employment in LSEs than Europe. This is because most US micro entities have no employees at all, which reduces average entity size in this size class, and thus in SMEs plus micro entities.
Unlisted entities have so far felt little need for the extensive and complex requirements of the IFRS system (see Haller, 2003, tities, it will also need to make unlisted entities its customers. This is clearly the intention of the draft IFRS for SMEs, and is also reflected in the extension of IASB's mandate in 2005: 'in fulfilling the objectives …, to take account of, as appropriate, the special needs of small and medium-sized entities' (Constitution of IASC Foundation, Part A, section 2c).
The remainder of this paper is organised as follows: Part B throws some light on the IASB's basic precept: financial statements aim to improve economic decisions by reducing information asymmetries. Part C introduces the proposed subset of IFRS and the newcomer, the draft IFRS for SMEs, and explains why the IASB departed from the idea of one single set of IFRS and now prefers two sets. Part D shows that the theoretical foundations of the two sets of IFRS have not yet been empirically analysed in the academic literature, which in turn makes it necessary for the IASB to provide such empirical analyses. Part E analyses the due process that resulted in the draft IFRS for SMEs, and demonstrates that the empirical analyses referred to have not been provided by the IASB. Part F provides a conclusion.
B. Underlying assumptions of present IFRS ('full' IFRS)
Financial statements based on the present set of IFRS (in this paper called 'full IFRS') are designed to reduce information asymmetries between the 'insiders' of a reporting entity and the -5 -various 'outsiders' making economic decisions involving that entity. Since outside interests differ, financial statements need to be general purpose. Their first and overriding objective is to provide the outsiders with information to improve their economic decision making (decision usefulness, see IASB Framework, paragraph 12). Stewardship reporting is another objective of general purpose financial statements: they should serve as evidence to a specific group of outsiders, the equity investors (i.e., principals), of how well a specific group of insiders, the managers (i.e., agents), made use of their funds in the business. The IASB is of the opinion that the stewardship objective is met by decision useful financial reporting information (see IASB Framework, paragraph 14) .
External users of general purpose financial statements are outsiders using them as a basis for economic decision making. 'The users of financial statements include present and potential investors, employees, lenders, suppliers and other trade creditors, customers, governments and their agencies and the public.' (IASB Framework, paragraph 9) General purpose financial statements in principle aim to supply the common denominator of their information needs.
'While all of the information needs of these users cannot be met by financial statements, there are needs which are common to all users. As investors are providers of risk capital to the entity, the provision of financial statements that meet their needs will also meet most of the needs of other users that financial statements can satisfy.' (IASB Framework, paragraph 10) IFRS do not intend to meet the information needs of tax authorities, even though they are in principle external users (see Preface of the IASB Framework 1989). Tax authorities generally have the power to demand whatever information they need to meet their statutory tax assessment and collection obligations.
Insiders of a reporting entity may use financial statements for economic decision making, but they do not depend on them. Insiders have access to inside information (e.g., as managers).
General purpose financial statements are thus not designed to meet the information needs of internal users. 'Management is also interested in the information contained in the financial statements even though it has access to additional management and financial information that helps it carry out its planning, decision-making and control responsibilities' (IASB Framework, paragraph 11).
In this view, therefore, general purpose financial statements should be assessed exclusively in terms of their usefulness to external users (excluding tax authorities) for decision-making -6 -purposes. Empirically identifying their common information needs must -or should -thus be the crucial focus of the IASB. At the same time, the question as to whether the reporting entities' costs of complying with IFRS and the auditors' costs of auditing IFRS statements exceed the benefits of informing the external users needs to be taken into account (see IASB Framework, paragraph 44). Logically, however, the identification of the common information needs must come first.
C. Underlying assumptions of subset of IFRS (IFRS for SMEs)
Once committed to the information needs of external users and with the assumption that financial statements must fulfil their common information needs if they are to be general purpose, it follows that one set of IFRS can only serve a set of entities whose external users of their financial statements have a common denominator of information needs. To define such sets of entities involves setting limits derived from entity attributes, and thus raises the possibility of different standards of financial reporting.
The IASB is now departing from its previous position that one set of IFRS is suitable for all accountable, profit-oriented entities worldwide. It is trying to develop a subset of IFRS for entities without public accountability (SMEs). The present set of IFRS (i.e., full IFRS) is considered most suitable for entities with public accountability, but it is also considered suitable for SMEs, though not as suitable as the proposed subset of IFRS. The IASB considers the common information needs of the external users of SMEs' general purpose financial statements to be different from the common information needs of the external users of publicly accountable entities' general purpose financial statements. The different common denominator of the information needs of those two groups is said to justify a global differentiation of the IFRS system on the basis of qualitative attributes (i.e., public accountability) rather than, e.g., entity size.
Entities filing their financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market or entities holding assets in a fiduciary capacity for a broad group of outsiders, such as banks, insurance entities, securities brokers/dealers, pension funds or mutual funds are also considered to be publicly accountable. The IASB's argument supporting this decision is a simple conclusion by analogy: it considers full IFRS as overall most suitable for listed entities, and then estab--7 -lishes a group of unlisted entities that by their nature, rather than by their size, have a public reporting obligation that is equivalent to that of a listed entity (i.e., entities with a substantial group of external users who have a direct financial interest in or claim against the entity). The Framework of the full IFRS system applies equally to the draft IFRS for SMEs. Haller and Eierle (2004:1840) see the advantages of a different financial reporting model that is nonetheless fundamentally compatible, including ease of transition to full IFRS, but also the disadvantage that the common information needs of the external users of SMEs' financial statements can only be taken into account to the extent that the draft standard is not at odds with the Framework. The draft IFRS for SMEs is moreover based on the principles of full IFRS, although some modifications have been made. Evans et al (2005:38) warn against basing the draft IFRS for SMEs on the IASB Framework (1989) and the principles of full IFRS; they voice the general concern expressed in the academic literature that the IASB Framework (and thus the principles of full IFRS) is biased towards large entities with public accountability, and is therefore not suitable for SMEs.
Certain full IFRS recognition and measurement principles have been simplified for SMEs, ostensibly on the basis of external users' common information needs, and difficult options in relation to full IFRS recognition and measurement principles have been deleted. SMEs can apply these optionally, by making cross references to full IFRS. The draft IFRS for SMEs also omits some accounting topics that are addressed in full IFRS, because the IASB believes that typical SMEs are not likely to encounter transactions of this kind. If they encounter such transactions, SMEs must apply full IFRS. All in all, the IASB considers that full IFRS disclosure requirements have been substantially reduced, ostensibly on the basis of external users' identified information needs. Haller et al (2007:550) consider the claimed substantial reduc--8 -tion of disclosure requirements a failure: they object that the IASB did not properly take the specific cost benefit circumstances of SMEs into account. Jarvis (1996) non-managing equity investors, and sureties), internal users (primarily managing equity investors and other managers), and auditors/accountants. The core of the study consisted of a stratified random sample. The outreach survey randomly called constituents, screened them for eligibility, and then offered them the option of completing a questionnaire by telephone or online. A total of 1,008 participants completed the questionnaire, including around 300 external users evenly distributed among lenders, non-managing equity investors and sureties. The conclusions were as follows: US GAAP does not adequately meet the distinctly different needs of unlisted entities' constituents, including external users. The distinctly different needs were identified by asking the respondents to rate certain US GAAP requirements. Another set of financial reporting standards meeting those needs should be developed. The Task Force opposes the idea of modified US GAAP, and favours the idea of conceptually different financial reporting standards for unlisted entities.
D. Literature on common information needs of external users of SMEs' financials
-9 - Evans et al (2005) published a review of European literature on SME financial reporting implications relevant to the IASB's Discussion Paper. It identifies significant questions and problems that need to be addressed before the IASB's project on SME financial reporting can be successfully completed. They conclude (p. 39): 'We identified significant gaps in the research literature on SMEs: findings regarding the costs and benefits of reporting by SMEs are inconsistent, and relatively little is known about the actual views and needs of ownermanagers and other users. Moves for differential reporting are frequently driven by other groups, such as practitioners and academics. We therefore recommended that, before progressing with this project, the Board should initiate in-depth research to determine to what extent the needs of owner-managers and other users of SME accounts differ between larger versus the smallest SMEs, and to what extent they may differ internationally. It may be the case that the needs of the smallest SMEs are best served by a system developed by national regulators, taking into account their specific economic environment.'
The International Federation of Accountants (2006) published an information paper by
Thompson and Sian containing a review of previous research into preparers, users, and user information needs with respect to micro entity financial reports. For the purpose of the paper, micro entities are defined as the subgroup of small and medium-sized entities with less than 10 employees. The Small and Medium Practices (SMP) Committee commissioned this research in early 2006, prompted by concerns that the IASB's draft IFRS for SMEs may not be suited to the smallest SME entities. Thompson and Sian note that the body of academic research into SME financial reporting issues in general is very small, and various authors have called for further work in this area, particularly to identify the information needs of users of SMEs' financial statements. Literature specifically relating to micro-entities is virtually nonexistent, as in most prior studies this sector has been subsumed under SMEs. They also find that the research literature identifies banks, equity investors whether simultaneously managing the entities or not, and tax authorities as the main users of SMEs' financial statements; venture capitalists, business angels and grant-awarding bodies seem to have become users of SMEs' financial statements more recently. Thompson and Sian (IFAC, 2006:2) find 'that the main uses for SME financial statements by banks are to determine capacity to repay and to assess profitability, security and liquidity. Owners utilise financial reports for a variety of functions including, to ascertain remuneration awards and dividend payouts, to monitor performance, capital expenditure, budgeting, planning, for loans and financing, as a confirmatory tool and in some countries as a means of minimising tax liabilities. Tax authorities also tend to be -10 -key recipients of SME accounts, and prior work shows that major uses of SME financial statements by the tax authorities include: to determine gross profit, assess directors' fees, look at tax provisions, ensure that expenses are reasonable and check for a clean audit report.' have the business acumen to enter into complex transactions, then it is reasonable to expect them to have or be able to obtain the accounting expertise to account for such transactions.
Therefore, the Committee recommends the IASB respond cautiously to requests for GAAP exceptions supported primarily by complexity arguments.' -11 -In sum, the literature on financial reporting issues of SMEs is not very rich. The definition of SMEs varies from country to country, but generally means unlisted entities. Research on the external users of SMEs' financial statements generally assumes that specific outsiders use financial reports to improve their economic decisions. This assumption has prevented researchers from identifying external users by applying rigorous (interdisciplinary) methodologies.
Research into the information needs of external users has tended to focus on one group of external users and one region or country. No information is available about the common information needs of various external user groups on a national or international level.
E. IASB on common information needs of external users of SMEs' financials
In September 2003 the IASB hosted a meeting of the world's national accounting standard setters and the European Financial Reporting Advisory Group (EFRAG). The IASB surveyed the standard setters on separate IFRS for SMEs. With near unanimity they said that the IASB should develop IFRS for SMEs. Pacter (2004:118) summarises the results of the initial survey, which significantly affected subsequent due process: 'The development of IASB's SME standards will start by extracting the fundamental concepts from the IASB Framework and the principles from IFRS and Interpretations. Any modifications to those concepts or principles must be based on the identified needs of users of SME financial statements. The board has indicated that it is likely that some disclosure and presentation modifications will be justified based on user needs, but there would be a rebuttable presumption that no modifications would be made to the recognition and measurement principles in IFRS.' Therefore, the Board believes that the cost-benefit trade-off should be assessed in relation to the number and information needs of the users of an entity's financial statements.' (Discussion Paper, 2004:15) . This is in line with suggestions in the academic literature: 'in relaxing the regulation of financial reporting by smaller entities, the emphasis should not be on reducing compliance costs, but on ensuring that changes in accounting regulation lead to accounts that are more useful to users' (Collis et al, 2001:182) .
Issue 6 focuses on the starting point for the development of IFRS for SMEs. IASB's preference is to start by extracting the principles from full IFRS (including Interpretations), applying the same conceptual framework as for full IFRS (i.e., the IASB Framework of 1989). The IASB concludes that full IFRS are the logical starting point for developing a second set of IFRS, because the common information needs of external users of SMEs' financial statements are similar in most ways to the common information needs of external users of publicly accountable entities' financial statements.
Issue 7 seeks to identify the basis for modifying full IFRS principles for SMEs. The IASB argues in favour of basing modifications on differences in the common information needs of external users of SMEs' general purpose financial statements. Though it notes that equity investors, as one major external user group, are likely to have access to inside information (because of their simultaneous involvement in management) and that creditors as another major external user group are likely to have the power to demand this kind of information, it makes clear that some creditors do not have this power, for instance, because their competitors do not make such demands. The IASB asks neither who actually uses SMEs' general purpose financial statements without additional inside information nor even what information needs external users might have. It also thinks that modifications of disclosure and presentation principles of full IFRS are likely to occur while accepting as a rebuttable presumption that no modifications will need to be made to full IFRS recognition and measurement principles because the proposed conceptual framework of the different financial reporting model will be identical.
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II. IASB Questionnaire
The Questionnaire was a logical next step following the Discussion Paper, with the aim of establishing the perceived need for modifications to full IFRS recognition and measurement principles (see IASB, 2005) , as expressed in comments on the Discussion Paper (see Table 1 -From your experience, please indicate which topics addressed in IFRS might be omitted from SME standards because they are unlikely to occur in an SME context. If they occur, the standards would require the SME to determine its appropriate accounting policy by looking to the applicable IFRS.
The Questionnaire includes a list of some full IFRS recognition and measurement principles that might cause problems for SMEs. The list was derived from recognition and measurement simplifications for SMEs or non-publicly accountable entities of various national financial reporting standards around the world. For each principle, if the respondent agreed that it was a problem, the respondent was asked to answer various questions, such as whether external users did not use or would not benefit from the resulting information, whether it was too costly for SMEs to apply the principle relative to the benefit of the resulting information, and whether it was too costly for auditors to audit the resulting information.
The IASB held public round- 18% 58% 24%
Do you agree that any modifications for SMEs to the concepts or principles in full IFRSs must be on the basis of the identified needs of users of SME financial statements or cost-benefit analyses?
16% 63% 21% Do you agree that it is likely that disclosure and presentation modifications will be justified on the basis of user needs and costbenefit analyses and that the disclosure modifications could increase or decrease the current level of disclosure for SMEs?
19% 53% 28% Do you agree that, in developing standards for SMEs, the Board should presume that no modification would be made to the recognition or measurement principles in IFRSs, though that presumption could be overcome on the basis of user needs and a cost-benefit analysis?
47% 27% 27%
Issue 1
Issue 7 Anacoreta and Silva, 2005:7) In October 2004, an IASB subcommittee was appointed to review the 121 comment letters received on the Discussion Paper (see Information for Observers, 2004), which were made publicly available at http://www.iasb.org/Archive+Information/Archive+IASB+Project+-+Comment+Letters.htm. This review is reproduced independently in the exploratory study by Anacoreta and Silva (2005:7) , in which they also took the missing answers into account, showing a slightly different picture from that of the subcommittee. On average, 20% of the answers were missing. In addition, Anacoreta and Silva (2005:8) Table 1 ).
The analysis of the comments on the Discussion Paper shows (see Table 2 , and the Appendix) that only 5% can be attributed to the group of external users (excluding tax authorities) of SMEs' general purpose financial statements. The 14% of other users consist of SME managers and tax authorities, neither of which belong to IASB's targeted external user group, because they can demand information specifically designed to fulfil their information needs. External users are in the minority, and the majority of the commentators are auditors/accountants, with a resulting bias towards opinions based on compliance and audit costs and without any particular attention to the common information needs of external users of SMEs' general purpose financial statements. The Discussion Paper also prefers to support the IASB's hypotheses (i.e., preliminary views) out of hand -and does this successfully (see the marked questions in Table 1 ) -rather than testing them (i.e., identifying the common information needs of external users of SMEs' general purpose financial statements).
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The two main hypotheses of the IASB are arguably that:
H 1 SMEs and publicly accountable entities differ in the common information needs of their general purpose financial statements' external users.
H 2 The full IFRS principles can be adapted to the information needs of external users of SMEs' general purpose financial statements without changing the IASB Framework.
To test these hypotheses, answers to the following questions are required:
(1) Who are the external users of SMEs' general purpose financial statements worldwide?
(2) What kind of information do those external users need from SMEs? Research to answer questions (1), (2) and (5) must be empirical and must take place in successive stages, since each later analysis must be based on the results of preceding research. This is especially true for the cost benefit analysis required in question (5): the SMEs and their auditors must know what the required information portfolio is (the overall picture) in order to decide whether providing the information is too costly. Question (4) is shown with dotted underlining in order to highlight that this analysis can either be done empirically and its results then checked against the answers to question (3), or by direct derivation from the answers to question (3) without an empirical survey. The analysis for question (3) can be based on answers to questions (1) and (2) without the need for empirical surveys.
To summarise: not to research the first two questions empirically means that the attempt to develop a separate IFRS for SMEs collapses like a house of cards. Another absolute essential -17 -for a coherent research design is a survey for the purposes of costs benefits analysis of SMEs and their auditors on the basis of the identified common information needs of external users. 9_02062005.htm (one response is displayed twice). The analysis of these responses shows (see Table 2 , and the Appendix) that only 8% of the responses came from external users (excluding tax authorities). Auditors/accountants represent the majority of the respondents (50%), and 17% are other users such as SME managers or tax authorities. Standard setters account for 22% and academics for 3% of the respondents. As a consequence of sending the Questionnaire to all commentators on the Discussion Paper (among others), 63% of the total 100 respondents also gave feedback on the Discussion Paper, making the distribution of respondents and, most importantly, the proportion of external users similar to that of the commentators on the Discussion Paper (see Table 2 ).
The Questionnaire should have provided insights into the first two questions given above:
(2) What kind of information do those external users need from SMEs?
As the analysis in Table 2 shows, only 8% of the respondents (i.e., 8 respondents) were external users, although this was IASB's targeted user group. The Agenda Paper's summary did not distinguish between respondents who were external users of SMEs' general purpose financial statements and other respondents. The IASB continued its work on the basis of these survey results, which give a very biased picture of possible information needs of external users of SMEs' general purpose financial statements. And even if the IASB had analysed the information needs of the 8 external users who responded separately, this analysis would hardly have been representative of the world in general.
Although Evans at al (2005:40) in general approved of the IASB's use of the Questionnaire to address the research gaps on external users of SMEs' general purpose financial statements and their common information needs, they were worried that the debate would be biased: in -18 -their view, it was clear from the review of the commentators on the Discussion Paper who in turn would receive the Questionnaire that: 'once again the debate appears to be dominated by the accounting profession, regulators and academics, rather than users and preparers of SME financial statements'.
F. Conclusions
The literature on financial reporting issues of SMEs is not very rich. The definition of SMEs is heterogenous, depending on the national definitions, but mostly refers to unlisted entities.
Research on the external users of SMEs' financial statements simply assumes that specific outsiders use financial reports to improve their economic decisions. This assumption prevents researchers from identifying external users by applying rigorous (interdisciplinary) methodologies. Research identifying the information needs of external users has generally focused on one group of external users and on one region or country at a time. There is no evidence concerning the common information needs of different external user groups at national or international levels.
To fill the research gaps, the IASB should have examined the common information needs of external users of SMEs' financial statements with an international focus. The analysis of the due process shows that the IASB has failed to do this. IASB's analysis of the comment letters on the Discussion Paper supports the main IASB hypotheses because all the comment letters have been lumped together and the views of external users and other commentators have not been evaluated separately. Auditors/accountants predominate among the commentators. External users as defined by the IASB are in a minority. The Questionnaire followed the logic of the Discussion Paper in an attempt to identify possible modifications to the full IFRS system on the basis of external users' information needs. The way the IASB distributed the Questionnaire ensured that the distribution of respondents was very similar to that of the Discussion paper: Only 8% of the respondents (i.e., 8 respondents) were external users. And once again the IASB in analysing the responses did not distinguish between external users and other respondents.
In mitigation, two reservations should be noted: first, not all the aspects of the due process have been analysed (e.g., all discussions, whether with the Standards Advisory Council, the SME Working Group, the World Standard Setters or at public round- , 2005) argues that its due process modalities should be modified to allow the external users of unlisted entities' financial statements to speak out representatively.
The conclusion is that international research is essential. Possible research designs have to be identified to ensure that questions (1) and (2) of Part E.III can be answered empirically. At the same time, the need to adapt the structure of the IASB and its due process modalities to the SME project should be considered. Only after this is done will the IASB be able to determine the next steps (e.g., either starting from the 1989 Framework and the principles of the full IFRS system or being compelled by the identified common information needs of external users to make a fresh start). And only once this is done will the IASB be able to address itself to the cost benefit question. 
